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coproduction 


program phases. Some of the more important consid- 
erations were: 

• Early delivery requirements. Dutch and Belgian 
plans for early replacement of their aging F-104G air- 
craft increased the pace of the program. 

• Start-up delays. Resolving differences in acQuisl- 
tion procedures, finding qualified contractors, and 
negotiating the division of work all delayed start-up. 

• Longer lead limes. European work force policies 
discouraging surges in labor contributed to longer lead 
times for European parts. The longer lead times pushed 
the United States to an earlier-than-usual production 
decision, causing considerable development and pro- 
duction concurrency in the schedule. Also, the differ- 
ences in lead times impeded incorporation of changes 
and complicated scheduling for final assembly. 


The program’s ambitious pace— as dictated by the 
eariy delivery requirements — coupled with European 
production start-up delays and work-force policy con- 
straints, forced U.S. contractors to alter their produc- 
tion schedules. To keep initial deliveries on schedule, 
U.S. firms had to supply additional parts and subassem- 
blies to European manufacturers. General Dynamics, 
for example, accelerated its tooling schedule and dipped 
into its management reserve to produce some aft fuse- 
lages originally scheduled to be produced by a Belgian 
firm that ran into financial difficulties. In effect, the 
ability of U.S. manufacturers to produce each aircraft 
component provided insurance against disruptions in 
the flow of components from European contractors. 

Figure 2 summarizes F-16 schedule experience during 
the early stages of production. Although coproduction 
has made scheduling more complex, the combined 
efforts of U.S. and European producers prevented 
program delays that have marred a number of purely 
European collaborative efforts. Moreover, the F-16 
production schedule and funding profiles have been sig- 
nificantly more stable than those of typical domestic 
programs, a feature due largely to congressional and 
DoD recognition of the extensive commitments made by 
the producing nations. 

T here is no simple answer to the question of whether 
collaborative programs cost more. The cost impli- 
cations of any program are very complex and depend 
critically on the participants, the product, and the 



view, which is actually a composite of Air Force, DoD, 
and U.S. government perspectives, the F-16 program 
has had a generally favorable cost outcome for a copro- 
duction effort. 

Coproduction of the first 650 U.S. F-16s is expected 
to increase costs to the Air Force by about $170 million 
(in 1975 dollars), approximately 5 percent of total pro- 
gram expenditures. Estimates indicate that coproduced 
items arc likely to cost the Air Force more than the same 
items produced domestically, because of the higher cost 
of subcontracting in Europe (see Figure 3). But sale of 
F-16s to the Europeans also led to a larger production 
volume for mo.st U.S. contractors, thus offsetting some 
of the additional costs incurred by (he Air Force. 

In meeting the European requirement for F-16 air- 
frames, for example. General Dynamics manufactured 
the equivalent of 144 airframes over and above the 650 
airframes it produced for the U.S. Air Force. This in- 
creased volume benefited the traditional manufacturing 
learning curve and therefore this increased volume 
yielded significant savings in labor costs as well. More- 
over, Air Force programs requiring the same equipment 
or components used in the F-16 benefit from savings 
due to increased volume as well. The F-15 program, 
which uses the same F-lOO engine that powers the F-16, 
is one example. 

Expanded volume can also lower overhead costs at 
U.S, production plants, thus potentially lowering fur- 


ings achieved at F-16 plants to other DoD production 
efforts at those same facilities. Like the Defense Depart- 
ment, the U.S. government reaps benefits from F-16 co- 
production too. The U.S. Treasury is receiving $163.5 
million (in 1975 dollars) from participating European 
governments for research and development fees, and the 
increase in European sales translates into additional 
U.S. tax revenues. 

This quantitative focus on costs is of course too nar- 
row. It ignores hard-to-quantify but significant benefits 
such as NATO standardization and improved European 
management, manufacturing, and maintenance capabil- 
ities. In fact, assessing coproduction cost implications 
from the European point of view even more strongly 
demonstrates the importance of perspective and non- 
quantifiablc benefits in the total cost equation. 

The participating European governments could have 
purchased their collective requirement of 348 F-16s 
directly from General Dynamics. By choosing copro- 
duction over direct purchase, they appear to have ac- 
cepted a 34-percent cost penalty. But such a strictly 
monetary comparison ignores many other important 
factors that color European thinking on the costs and 
benefits of coproduction. Specifically, collaborative 
programs offer opportunities for industry capitaliza- 
tion, development of an indigenous aircraft support 
capability, technology transfer, employment stability or 
growth, improved political relationships and military 


Figure 3. Estimated effect of coproduction on the cost to the Air Force of selected airframe and avionics pert sets 
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capability, standardization, and cost recovery of domes- 
tic spending through taxes. 

From the European perspective, a realistic evaluation 
of the F-16 program must address more than incremen- 
tal increases in program costs due to the coproduction 
arrangement. Eloquent proof of that assertion is 
Belgium’s decision to supplement its initial F-16 pro- 
curement by building 44 additional F-16s domestically 
ratber than purchasing them directly off the U.S. pro- 
duction line. Belgian officials admit that direct purchase 
would be about 10 percent cheaper. However, domestic 
production of the F-16s will provide Belgian jobs for at 
least ten years and secure orders worth the equivalent of 
about $472 million for Belgian industry. The govern- 
ment of Belgium estimates that it can recover nearly 
$ 1 80 million in taxes from these sales. Thus, on net, the 
country will save about $106 million by opting for 
tlomestic production over direct purchase. And that 
figure does not reflect savings in unemployment benefits 
that would otherwise have to be paid to jobless 
aerospace workers. 

T'he cost comparisons made so far have not been ad- 
justed for differences in quantities produced or for costs 
charged by a prime contractor to administer subcon- 
tracts. Figure 4 depicts the theoretical relative price 
^^*^P«titiveness of European and U.S. contractors for 
F-. 1 6 aircraft and avionics part sets when price is 
listed for these factors. As the figure indicates. Euro- 
prices are competitive with U.S. prices for only 
one-third of the part sets in the sample. Con- 
^^ined by a not-to-exceed cost target and by pressures 
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the strengths of European industry, structuring work 
packages that exploited those strengths, and using 
volume production to bring down costs. 

To the extent that it can serve as a paradigm for 
assessing the costs and benefits of collaborative pro- 
grams, the F-16 program suggests some guidelines for 
lessening the inherent difficulties of collaboration. In 
particular, managers of coproduced weapon systems 
should: 

• Recognize differences in U.S. and European ac- 
quisition settings and environments and plan accord- 

ingly. 

• Exploit unique U.S. and European industrial 
capabilities as well as U.S. advantages in scale, work 
force flexibility, and production redundancy in order to 
cope with program diversity. 

• Involve foreign producers as early as possible in 
order to facilitate technology transfer. 

• Use quantity production to reduce the costs of less 
efficient coproducers. 

As these highlights of Rand’s research efforts make 
clear, multinational coproduction of a major weapon 
system is a delicate and complex undertaking, the out- 
come of which is largely determined by the distinctive 
capabilities and industrial milieu of each participant. 
While the above guidelines arc hardly an inclusive, 
surefire formula for success, they do nonetheless repre- 
sent a solid point of departure. D[VJJ 
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Countertrade, 
technology transfer, 
and international 
defense sales 

By DALE W. CHURCH 


Expansion of the world's defense 
industrial base and a greater reliance 
on countertrade arrangements 
suggest that the time may be ripe 
for rethinking our approach 
to international defense sales. 


. .1 


T he nature of international defense sales is changing 
rapidly, and the transformation is raising trouble- 
some questions concerning the security of the free 
world. A major catalyst in this process is the sharply 
stepped-up pace of military production among develop- 
ing countries; countertrade and technology transfer are 
significant factors as well. The discussion that follows 
will explore these issues and propose a response to the 
challenges they pose. 

Many western nations have long enjoyed the fruits of 
advanced technology and a vibrant defense industry. In 
recent years, numerous developing countries have made 
a bid to join their ranks. Brazil, South Korea, Israel, 
India, South Africa, Chile, and Argentina have all made 
great strides, and Egypt, Pakistan, Singapore, the Peo- 
ple’s Republic of China, and Taiwan have realized sig- 
nificant gains, too. In addition, Japan has tremendous 
opportunity to expand its defense industry by applying 
sopbi.sticated Japanese commercial technology already 
in place. 

Even now, these countries produce a wide variety of 
military systems, ranging from small arms and ammuni- 
tion to armored vehicles, guided missiles, and fighter 
aircraft. Of the nations mentioned, eight can produce 
armored vehicles, nine can produce missiles, and sixteen 
can produce fighter aircraft. In all, some 25 countries 
have shipbuilding capabilities. 






supply interruptions during time of conflict, and im- 
proved operations and maintenance capabilities. 

While these are strong motivations, most developing 
countries continue to experience shortages of financial 
resources and of skilled engineers and technicians, par- 
ticularly in electronics. Development of an indigenous 
defense industry tends to proceed in six stages, each 
marked by a greater degree of independence from for- 
eign assistance: 

• Maintenance and repair of imported systems. 

• Assembly of subsystems from wholly imported 
components. 

• Final assembly of imported components. 

the emphasis on defense industries? The motiva- • Complete local production of components and 
^ jQrjs are economic and political as well as military. Eco- assembly using those components. 
norTiic ally, domestic production of weapons may reduce • Production using imported designs (with minor 
^cQiaisition costs for those systems, promote technologi- modifications) or production through reverse engineer- 
cslI development within the country, boost export earn- ing of foreign weapons. 

jngs, and improve both the balance of payments and the • Production based on local research and design of 

skills of the native work force. new systems. 

F^olitical or social considerations, if less tangible, are Very few developing countries arc yet at the sixth 
no less real. Principal among them are national pride in stage; several, however, have reached the one imme- 
native industrial capability and a more stable relation- diately before it in varying degrees. Interestingly, coun- 
ship between the country’s political and military ele- tries are marketing weapons throughout the world as 
merits. And obviously, an indigenous defense industry wholly domestic systems, even though the product is 


fCLUSTfiATtOH av MLPH BUTLEft 





to this stratagem as a means of circumventing licensing have tried to pay with bartered goods. But most of them 

restrictions, imposed by either the U.S. government or have littJe in the way of marketable goods to trade for 

private firms, that would otherwise apply. Such restric- their defense purchases. Instead, developing countries 

tions typically affect sales to third-world nations. must look primarily to direct offsets, or countertrade, in 

While the defense industrialization of developing which they participate by supplying part of the pur- 

countrics does not usually pose an immediate threat or chased system, manufactured or assembled domesti- 

challenge to industrialized states, it still concerns them cally, to cover part of the cost. Because less developed 

because it directly affects the approach that less devel- nations have little industrial base, countertrade requires 

oped countries are taking to all their defense require- very substantial technology transfer to enable the pur- 

ments. In the case of imported systems, this approach chaser to do the offset work. 

often involves countertrade and significant technology The buyer’s major concern is to have the technology 
transfer that has both commercial and military implica- transferred to him as soon as possible. Interim steps in- 

tions. Before agreeing to such sales, therefore, the dude early establishment of indigenous capability for 

United States must examine the motivations and inten- servicing, assembly, and component manufacturing, 
tions of the buying countries. The importer's ultimate goal is complete domestic pro- 

Without some form of countertrade, we will conclude duction of the defense systems being negotiated, 

few major arms sales to developing countries in the The selling country, on the other hand, needs to 
future. Because they already lack sufficient foreign ex- address a series of issues when the buyer demands tech- 

change to enable them to pay with hard currency, these nology transfer along with the product. In 1978, the 

nations must use credits, goods, or a combination of the United States government established a position against 

two to pay for their purchases. The trend among them becoming directly involved in offset arrangements either 

has been to buy expensive higher technology weapon as participant or guarantor. However, because the gov- 

systems; at the same time, credits have declined overall ernment must approve sales involving technology trans- 

and have been concentrated heavily in only a few coun- fer by U.S. industry, it cannot avoid examining the key 

tries such as Israel and Egypt. Even those few countries transfer issues. 




In particular, policy-makers must ask: 

• Will transfer of the technology in question enhance 
the recipient’s relationship with the U.S.? 

• From the perspective of both U.S. industry and 
friends and allies of the United States, what are the 
short- and long-term implications of establishing new 
capacity in a particular country? 

• Does the transaction make sense economically, or 
will the costs of producing locally so increase overall 
costs as to make the deal self-defeating? 

• Will potential adversaries have access to the tech- 
nology? Will the transferee imitate it? 

• Does the purchaser genuinely need the technology, 
or is offset merely a ploy to obtain the technology for 
purposes other than defense? 

• Can the buyer’s needs be met without giving him all 
the technology? 

• What impact will the transfer have on the U.S. 
technological base? 

In sum, the supplying country’s task is no longer 
simply providing the system. The seller must also assess 
the buyer’s capabilities and carefully consider his 
countertrade or offset needs. The transaction must not 
only be satisfactory to the buyer and within his capabil- 
ities, but also consistent with the best interests of all 
concerned parties. This task is complex and needs to be 
approached, if not as an art, then at least artfully. 

Beyond the technology transfer question lies a more 
basic one. Should the United States government become 
more involved in countertrade programs at all? Recent 
studies by the Defense Science Board and the Defense 
Policy Advisory Council on Trade report concern 
among many of our allies, including the North Atlantic 
Treaty Organization, over further increases in what is 
already excess capacity in the world’s defense industries. 
Offset programs clearly accelerate this growth. 

Most countries purchasing weapon systems now re- 
quire that at least 30 percent of the sales price be offset 


sisting upon offsets both in foreign military sales, which 
involve the Defense Department as agent, and in direct 
sales between buyer and seller. Recent purchases of the 
F-18 aircraft by Australia and Canada, for example, in- 
cluded multi-billion dollar offset commitments, direct 
and indirect. Australia used foreign military sales chan- 
nels; Canada bought directly. 

A new investment offset is the forthcoming C3 Peace 
Shield program for Saudi Arabia. It requires that bid- 
ders agree to invest 35 percent of the value of the sale in 
that kingdom. As a result, the Saudis will realize in- 
vestments of more than a billion dollars in new in- 
dustrial capacity in their country. 

Initially, commitments under such programs were on 
a “best effort’’ basis. However, as the buying nations 
became more sophisticated, they established penalties 
for failure to fulfill offset commitments on time. At one 
extreme, Indonesia has imposed a penalty of 50 percent, 
payable in hard currency, on the amount of any short- 
fall. Even major buyers such as Israel are requiring a 10 
percent penalty against shortfalls. Penalties, of course, 
are a source of additional funds to further expand the 
defense industrial base. 

Nations appear to agree that the increase in the 
world’s defense capacity is a major problem over and 
beyond concerns about technological competitiveness. 
Once capacity is created, it requires justification in 
terms of production for in-country needs or export 
sales, or both. In many current hostilities, the arms sup- 
pliers are neither U.S. nor European. Clearly, it follows 
that as the world’s defense industrial base increases, so 
will the supply of arms. 

But while everyone seems to agree there is a problem, 
no one seems to have a solution. U.S. companies cannot 
even agree with each other on the extent that the federal 
government should participate in controlling offsets. If 
U.S. interests cannot agree among themselves, can we 
realistically expect our allies to control offsets, par- 
ticularly when a U.S. company is competing with one of 
their own? Yet something must be done. 

If no easy solution is at hand, we nonetheless can take 
steps to alleviate the situation. Implementing such 
measures requires recognition of three key premises; 

• All nations of the world must have the ability to 
protect their national sovereignty; in other words, they 
must have a defense capability at least commensurate 
with the apparent threat to their territory. 

• Few, if any, nations of the world can pay cash for 
weapons they need; even those who can, have legitimate 
concerns about the impact of such outlays on their 
foreign trade balances. 


ticipate economically in sales to their country and will 
find a means to assure that they do. 

With these points in mind, how can wc restructure the 
current approach to defense sales to accommodate such 
transactions and yet avoid creating additional and un- 
necessary capacity? The first step is acknowledging a 
country’s need to be able to maintain and repair its 
defense systems internally. Selling nations must be will- 
ing to supply sufficient technological and technical 
assistance to fulfill this need. Admittedly, with such 
assistance, the purchaser may eventually be able to pro- 
duce the systems domestically, but in most cases local 
demand will not justify the additional investment re- 
quired for production. 

Moreover, refusing to transfer the technology poses 
its own dangers. For if the buyer concludes that the sup- 
plier does not trust him, he is not likely to have con- 
fidence in the supplier’s willlingness to provide spares 
and other support in time of crisis or actual conflict. 
The buying country thus confronts a difficult choice. It 
can either make the investment to become self-sufficient 
and eventually be able to produce and develop its own 
weapons, or it can leave itself vulnerable to a supplier 
who may not support the country during times of threat 
or conflict. If enabled to repair and maintain its defense 
systems domestically and if guaranteed enough spares to 
meet territorial defense requirements, the country need 
not face this choice, 

A revamped approach to defense sales must also ac- 
commodate the need of buying countries to barter in 
order to execute such sales. Because most countries are 
acutely short of foreign exchange and heavily burdened 
with debt, “trade, not aid’’ is a necessity today. More 
often than not, these bartered goods will not be suffi- 
cient to pay for the defense systems, and we will also 
have to help nations improve both the supply base and 
the quality of the goods offered for trade. 

However, even these steps are not likely to be enough. 
Credits must be offered as well, and the length of the 
loan and level of interest must be realistic. A recent 
General Accounting Office report called for 30-year 
credits with liberal repayment terms. The rationale for 
such loans is simple. The more defense systems a coun- 
try can afford to buy, the less likely it will produce its 
own. Moreover, long-term defense credits allow a coun- 
try to emphasize the nondefense sectors of its industrial 
base. 

Some will argue that credits encourage nations to buy 
more arms than they would otherwise. But that objec- 
tion is beside the point. Recent experience has shown 
that countries will obtain the arms they want some- 
where. even at the exnense nf the nation’s economy and 


it has hurt U.S. industry. The United States must 
recognize that nations will find a way to meet perceived 
defense needs and that it is far belter that they turn to 
the free world to do so. 

Finally, rethinking our approach to defense sales re- 
quires that the United States come to terms with the 
longstanding role of agents in defense trade. Following 
a period of self-criticism, the U.S. reacted .strongly to 
abuses in the agent system which had led to the corrup- 
tion of foreign officials. Our response included strin- 
gent remedial measures such as the Foreign Corrupt 
Practices Act and an administrative deci.sion to put a 
$50,000 ceiling on agents’ fees. 

The limitation on fees in effect eliminated the com- 
mission per se, but also forced agents to create new tcch- 
niques—offsets and subcontracts, for example— in 
order to maintain their business interests. Allowing 
agents a reasonable fee for their efforts would dampen, 
if not eliminate, their demand for offsets, and immedi- 
ate action is in order to permit such fees on defense 
sales. The Foreign Corrupt Practices Act is adequate to 
control any abuses. 

To resolve legitimate concerns over technology trans- 
fer and countertrade in defense sales, the United States 
needs to be confident that it can replenish its own reser- 
voir of technological capital in order to retain techno- 
logical leadership. The only way to achieve such an 
objective is to make technological superiority the cor- 
nerstone of our national security strategy. Achieving 
and maintaining clear superiority in civil and military 
technology must be a national goal, and we must make 
sufficient investments in research and development to 
attain this goal. Then we can proceed with industrial 
collaboration with our friends and allies. DMJ 
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on civil emergency plans 

By LOUIS O. GfUFFRIDA 


Although historically an internal matter, the responsibility 
for devising an effective civilian emergency-response plan 
has outgrown national boundary lines. 



C harged with preparing for and responding to plans and programs to protect the citizenry in such 
national emergencies and war, the Federal eventualities. 


Emergency Management Agency brings life to the But FEMA’s efforts are not confined within the 
adage that a day of preparation is worth a month nation’s borders. In fact, the agency works very 
of reparation. Domestically, the agency’s civil pre- closely with civil preparedness elements in other 
paredness mission is twofold. First, it must ensure NATO countries. For just as the U.S. Defense and 
that the U.S. civil sector can respond rapidly and State Departments have their counterparts in 
effectively to war and other national or major NATO, so too does FEMA. 
peacetime emergencies. Secondly, it must develop The NATO Senior Civil Emergency Planning 
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director of the Federal Emergency Management 
Agency consults and coordinates with officials of 
various agencies and executive departments in 
order to formulate the U.S. role and coordinate 
our nation’s contribution to civil emergency plan- 
ning within NATO. 

The emergency planning committee monitors the 
work of eight subordinate planning boards and 
committees and more than 40 other planning ele- 
ments and work groups. FEMA ensures U.S. rep- 
resentation on each of these bodies, which address 
specific functional areas ranging from civil aviation 
to food and agriculture. In addition, FEMA 
assigns a senior staff officer to our NATO mission 
in Brussels; that individual advises the U.S. ambas- 
sador on civil emergency planning. 

NATO nations generally agree that the allies 
need to draw up a coordinated civil preparedness 
blueprint, one that focuses on civil-sector support 
of military operations and protection of civil-sector 
capabilities. For the most part, the aims of the col- 
lective NATO effort parallel those of this nation’s 
domestic program. These aims include maintaining 
the social and economic order of member nations, 
protecting and ensuring the survival of the citizen- 
ries, sustaining critical government operations, 
using available resources prudently, and rapidly 


Most European NATO countries regard the U.S. 
approach to civil-military coordination as a good 
model for integrating peacetime crisis management 
with war emergency planning. They are particu- 
larly drawn to the pragmatism of treating prepara- 
tion for natural and man-made disasters as a single 
management problem. But because of their geo- 
graphical proximity to one another, European 
NATO nations face a particularly challenging 
coordination task. The difficulties derive not so 
much from the number of countries or working 
groups involved, but from the number and diver- 
sity of functional areas. 

Unlike the United States, European countries 
must contend with such eventualities as the accel- 
erated use of multinational inland waterways, 
roads, and railroads. They must also be prepared 
to handle stepped-up border crossings and the need 
for a sensible relaxation of traditional international 
protocol. In addition, developing a comprehensive 
plan raises many perplexing questions concerning 
the allocation, storage, and stockpiling of 
materials such as food, petroleum, and medical 
supplies. 

Although these and other Issues tend to impede 
rapid formulation of a program, the alliance is 
doing much to effectively integrate civil planning 
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with military capabilities. In transportation, for 
example, the Planning Board for European Inland 
Surface Transport is assessing the potential impact 
of recent European rail system realignments on 
emergency operations. The Civil Aviation Plan- 
ning Committee is devising a plan for transport of 
ammunition by civil aircraft and for reception and 
storage of ammunition at civil airfields. This com- 
mittee is also pursuing commitments from member 
nations to provide cargo-capable aircraft in sup- 
port of rapid reinforcement, and it is identifying 
and minimizing the possible impact of problems 
likely to arise from heavy reinforcement traffic. 
Concerned about the continuing attrition of gen- 
eral cargo ships, the Planning Board for Ocean 
Shipping is encouraging each European NATO 
member to establish its own reserve fleet of cargo 
ships, similar to the U.S. National Defense Reserve 
Fleet. 

Other critical areas are receiving attention as 
well. The Industrial Planning Committee, for in- 
stance, is determining both the maximum produc- 
tion rate at existing ammunition manufacturing 
facilities and the amount of time needed to achieve 
this rate during mobilization. And the Civil Com- 
munications Planning Committee is seeking an 
alliance-wide agreement on a recently drafted 
document outlining the use and control of inter- 
national communications in crisis or war. 

Though ongoing planning efforts largely con- 
cern the European theater, U.S. interest in and 
contributions to the program are significant. Thus 
FEMA has rejuvenated the U.S. Civil Emergency 
Planning Coordinating Committee in an effort to 
ensure complete domestic coordination on all 
NATO civil-preparedness issues. This multidisci- 


formulates a U.S. position on each agenda item, 
and identifies areas requiring particular interna- 
tional attention. 

FEMA’s efforts to establish a closer link be- 
tween the civil and military sides of NATO are 
starting to yield results. For the first time ever, the 
NATO international military staff and the NATO 
international civil staff recently collaborated on an 
after-action report of a NATO exercise. In the 
wake of this combined effort, the conference of 
senior NATO logisticians and the Senior Civil 
Emergency Planning Committee agreed to work 
together to resolve lingering problems of coordina- 
tion, procedure, and organization. FEMA has also 
submitted a recommendation to the Senior Civil 
Emergency Planning Committee calling for the 
NATO Defense College to adequately emphasize 
civil emergency planning and crisis management 
throughout its curriculum. Such emphasis would 
give military members a broader appreciation of 
civil crisis management within the alliance. 

To improve civilian preparedness planning in 
1984, the Federal Emergency Management Agency 
established goals for U.S. planning elements. The 
State Department published these objectives last 
December, marking the first time in recent years 
that the U.S. community has had formal ground- 
work on which to base its efforts. Major goals 
Include: 

• Regular coordination among U.S. depart- 
ments and agencies in formulating policy positions. 

• Improved coordination between various U.S. 
government agencies and their counterparts in 
NATO countries. 

• Promulgation of more authoritative and 
definitive guidance from NATO’s Senior Civil 
Emergency Planning Committee to the NATO 
planning boards. 

• Development of a well-defined mission state- 
ment on the wartime role of that committee and its 
NATO headquarters staff. 

• Expanded civil participation in NATO exer- 
cises. 

• Commitments from NATO members to pro- 
vide sufficient cargo and civil aircraft to satisfy 
reinforcement requirements in Europe. 

These NATO-related efforts are only one facet 


To promote last and etreciive civu-sector response 
in time of war or national emergency, for instance, 
FEMA managers work closely with DoD in main- 
taining a system of resource stockpiles and in 
establishing production priorities. Also, the agency 
oversees and revises various programs designed to 
enable key federal agencies to operate during such 
crises. 

Complementing the agency’s work to sustain 
domestic industrial production and government 


emergency planning personnel and halt the cost ot 
necessary communications equipment. It also picks 
up the entire tab incurred by states and localities in 
developing geographically specific plans for vari- 
ous emergencies. 

In addition, FEMA maintains the National 
Warning System, which alerts residents to forth- 
coming enemy attack, natural disasters, and man- 
made catastrophes. Concurrently, the agency seeks 
to ensure the continued operation of selected radio 
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operations are its efforts to protect and minister to 
the civilian population. In particular, FEMA offi- 
cials are helping state and local governments design 
programs to shelter or evacuate residents in the 
event of war or peacetime disaster. The corner- 
stone of these programs is an extensive, modern, 
and redundant communications, data-processing, 
warning-issuance, and command center complex 
known as the FEMA National Emergency Manage- 
ment System. System personnel monitor poten- 
tially dangerous situations, identify those requiring 
attention, obtain information needed to develop a 
course of action, and direct state, local, and FEMA 
offices to respond. 

The system consists of an emergency coordina- 
tion center, located in Washington, D.C., an alter- 
nate headquarters center, and 10 regional com- 
mand centers currently being modernized. Its 
sophisticated communications network links these 
centers with the White House, appropriate federal 
activities, and state emergency operations centers. 
In time of crisis, the complex permits continuous 
interaction with key federal and state authorities. 

FEMA also supports state and local efforts to 
ensure that warning and protection measures ex- 
tend to as many U.S. residents as possible. One 
way it does this is through direct financial assis- 


stations as components of the U.S. Emergency 
Broadcast System during such emergencies, princi- 
pally by spearheading efforts both to provide them 
with radioactive fallout protection and emergency- 
power systems and to retrofit them so that they can 
withstand electromagnetic pulse commonly associ- 
ated with nuclear detonation. 

As the above discussion makes clear, FEMA’s 
mission is to design a comprehensive framework 
that effectively integrates civil-sector mobilization, 
relief operations, recovery assistance, and hazard 
mitigation. The task is a difficult and complex one. 
It demands not only a proper blend of foresight 
and diligence, but a degree of coordination that 
now extends across the Atlantic, 2Wy 
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Leverage for logisticians 
in the decision-making process 

By TODD E. STEVENSON, 

KENNETH J. BREITBART, 
and 

BRETT A. CHRISTY 

A just-published Army guide helps translate the impact of logistic 
shortfalls into real-world, easily understood terms that should give 
logisticians leverage in influencing weapon systems decision-making. 


D ecision-makers need information. More spe- 
cifically, they need clear, concise indicators of 
he relative worth of alternatives at hand. For deci- 
hons involving logistics, the Army has developed a 
orocedure to relate all of the various activities com- 
monly known as logistic support to just such in- 
dicators. It has already proven valuable in allocat- 
ng resources for support of the Ml tank and could 
Afell facilitate the unique decision-making effort 
hat support of internationally deployed systems 
mtails. 

The document which outlines the Army’s pro- 
;edure is entitled Integrated Logistic Support: 
Developmental Supportability Test and Evaluation 
Duide (Department of the Army pamphlet 
7(X)-50). Its purpose is to help evaluators identify 
shortfalls in development of a logistic support sys- 
;em and then relate the shortfalls to easily under- 
stood indicators of operational availability and 
operating and support costs. Using these indi- 
:ators, a decision-maker will be able to choose his 
:ourse of action confident that he has a clearer pic- 

applying the methodology called for In the recently published 
lupportablllty test and evaluation guide, the Army critically 
appraised the test sets for the W1 Abrams based on data 


lure of the long-term effects of his decision. 

The decision-making process 

The nature of the acquisition process 
underscores the need for clear-cut indicators of the 
impact of logistics considerations. In broadest 
terms, the Army’s acquisition strategy, with its 
associated decision points, is a very recognizable 
purchasing procedure. The service identifies a need 
in a particular area, determines what technology 
can reasonably fulfill that need, develops and tests 
a prototype embodying the technology selected, 
and finally decides what system to produce for use 
in the field. This process requires answering two 
critical questions: “What technologies should we 
investigate to fulfill our need?” and “What should 
we produce?” 

Such decisions are generally not simple “go” or 
“no-go” determinations. Rather, they tend to be 
choices among alternatives, such as “What course 
should I follow?” and “What areas need more 
work?” The decision-maker needs to know more 
than what the system can do (performance), what it 
costs this year (acquisition cost), and when he can 
have it (production schedule). To make an in- 



New ILS guidance 
to aid decision-makers 


time it will be available in a field environment and 
how much it will cost him to own it. Logistic 
supportability test and evaluation is beginning to 
provide the answers in these areas. 

The acquisition strategy of the military services 
and that of private industry are similar in that both 
involve a decision to convert the chosen technology 
into a fully engineered, working model capable of 
being produced. In the Army, this decision point is 
milestone II and the production phase is full-scale 
development. The latter precedes milestone III, the 
decision point concerning what final configuration 
to place in production, and is also the high- 
visibility, work-intensive period during which most 
of the logistic support system is developed. 

An awareness that all the facets of logistic sup- 
port — tools, test equipment, manuals, spare parts, 
training, facilities, materials handling equipment, 
storage cases, and so forth— in fact constitute a 
system clarifies the nature of the acquisition proc- 
ess. That process actually results In two dependent 
systems. The first is the traditional end item, the 
tank, truck, or radio that performs the required 
function. The second is the entire set of support 
hardware, procedures, and personnel that keep the 
end item running properly, in other words, the 
logistic support system. The Army’s guide, pub- 
lished on January 1, 1984, facilitates the planning 
process that enables program personnel to define 
the relationship between the two. 

Planning for a decision 


necessary facts are available for an informed deci- 
sion. To provide that planning in the acquisition 
field, the Army has implemented an independent 
evaluation process. The. responsible manager be- 
gins the process early in an acquisition phase by an- 
ticipating the questions that need to be answered at 
the end of the phase to support the upcoming deci- 
sion. At the end of full-scale development for a 
truck, for example, the major decision is whether 
to produce the truck. 

Making that decision in turn requires answers to 
other questions such as “Is the truck capable of 
carrying the intended cargo?’’ Anticipating this 
question early in the development phase allows 
analysts to develop a method for evaluating the 
issue and enables them to design tests for collecting 
the data needed to implement the evaluation 
method. By breaking down a large, sweeping deci- 
sion into its component parts, the analysts can 
create evaluation methods for each part and then 
design tests that produce the data called for by the 
evaluation method. 

The evaluation planning process applies equally 
well to system performance and logistic support. 
Thus, at the production decision point referred to 
above, the decision-maker must also ask himself, 
“Am I ready to produce the logistic support 
system?’’ and, if so, “What changes does it re- 
quire?’’ If the logistic support system has short- 
falls, the decision-maker needs to know where to 
apply available assets to get the highest increase in 
support for the dollars spent. A well-designed test 
and evaluation program can provide much of the 
information he needs. But how does one design 
and conduct such a program? 

The test and evaluation guide 

In 1979, the U.S. Army Materiel Development 
and Readiness Command began work on a struc- 
tured method for designing the test and evaluation 
process for logistic support systems. The process 
was to be embodied in a guide that evaluators 
could use to assess the status of the logistic support 
system during each development phase. The guide 
was to be sufficiently broad in scope to allow vir- 
tually any staff element to perform as an evaluator, 
to anticinate thp; desired ontnnfs nf loei.stic SVStcm 



Activity and the U.S. Army Test and Evaluation 
Command accepted the task of developing the 
logistic supportability test and evaluation 
methodology. 

The Developmental Supportability Test and 
Evaluation Guide published earlier this year sets 
forth that methodology and affects the test and 
evaluation documentation produced for all phases 
of the acquisition cycle. It constitutes a roadmap 
for writers of the independent evaluation plan, 
which in turn serves as a basis for the test design 
plan drawn up at each phase. These documents list 
the areas that need to be investigated and prescribe 
the methods analysis are to use in evaluating test 
results. They enable program personnel to compile 
the coordinated test program document (or test 
and evaluation master plan for larger systems), 
which, by regulation, must detail the plans for 
testing and evaluation to be conducted by the 
developmental tester, the operational tester, and 
the contractor. 

The guide first takes up the independent evalua- 
tion plan and the test design plan, then describes 
the types of testing that can be conducted to 
produce the information needed to support the 
evaluation, and concludes with a discussion of the 
evaluation of logistic supportability for milestone 
decisions. It categorizes support for the system 
being acquired into the familiar integrated logistic 
support elements and devotes a chapter to each ele- 
ment. The chapters suggest evaluation issues; 
methods to carry out the evaluation; and data 
items to collect, Ijy means of tests or analyses, in 
order to implement the evaluation methods. 

What’s more, the guide recognizes the need for a 
common, coordinating thread that relates all the 
elements of logistic support in a way useful to 
decision-makers. The unifying factors selected are 
to reflect the contribution of each element to the 
overall worth of the support system. They should 
also measure shortfalls against meaningful criteria 
that can influence decision-makers to commit 
funds and manpower to resolve the problems. 

The authors of the guide chose two unifying fac- 
tors for evaluation of logistic supportability: 
operational availability and operating and support 
costs. The former is a measure of the impact of 
logistic support shortfalls on the caDabilitv of the 


tools or inaccurate test equipment result in 
weapons not being available to the commander in 
the field. 

Operating and support costs, on the other hand, 
are a gauge of the business aspects of acquiring and 
owning a weapon system. If a particular logistic 
shortfall translates into a 10 or 20 percent increase 
in operating and support costs, a decision-maker 
can better judge whether to apply corrective 
measures now or live with higher costs throughout 
the life of the system. 

Relating each element of logistic support to both 
operating and support costs and operational avail- 
ability requires complex and intensive planning. 
The Army’s supportability test and evaluation 
guide in effect prompts planners to structure an 
evaluation which covers all elements of logistic 
support for a particular weapon system. 

An example of a complete evaluation of logistic 
supportability in the manner described by the guide 
would be overly cumbersome. But the following 
composite example, taken from a report on the 
Abrams Ml lank and from an analysis performed 
after the Ml was fielded, adequately illustrates ap- 
plication of the methodology to one area of the 
logistic support system for a rather large acquisi- 
tion program. It also clearly demonstrates the 
benefits that can accrue. 

M1 test sets— the method applied 

The performance of test sets during development 
test II of the Ml Abrams showed that the sets 
necessary for diagnosing malfunctions were critical 
to overall logistic support, due in large measure to 
the complexity of the subsystems that must work 
together to realize the astounding potential of the 
MI. The test sets became particular subjects for 
investigation during development test III, the 
milestone immediately preceding the production 
decision. Testing personnel first collected data on 
the diagnostic accuracy of the sets when used in 
repairing malfunctions found during extensive 
mobility and armament testing. They recorded the 
success of each application of the sets and the time 
required to diagnose the fault. Development test 
III did not address the inherent accuracy of the sets 
over all possible faults, nor did it seek to exolore 


test set capabilities beyond the immediate needs of 
the ongoing maintenance task . 

The challenge was to describe the impact of test 
set shortfalls — if such were found— in terms of the 
two measures discussed above. Test sets contribute 


time. Expressed as an equation, the operational 
availability of the tank equals total operating and 
standby time divided by the sum of operating time, 
standby time, total corrective maintenance down- 
time, total preventive maintenance downtime, and 
total administrative and logistic downtime. 

In wartime, standby and preventive maintenance 
downtimes become small in relation to operating 
time; consequently, total corrective maintenance 
time becomes a significant determinant of avail- 
ability. Given that diagnostic downtime contrib- 
utes substantially to total corrective maintenance 
downtime, the accuracy of the Ml test sets directly 
affects operational availability. 

The relationship between test sets and operating 
and support costs was less well-defined. Inaccurate 
test sets can certainly result in increased man-hours 


Figure 1. ]V)1 tank downtime attributable to diagnostic procedures 

Analysts studying malfunctions on Ihe Ml tank found that tho g^eatesi maintonanco burden involved diagnostic procedures, which accounied for more 
than 40porcont of the total downtime. This graph depicts the percent of toial corrective ntaintenance downtime for major Ml subsystems that was 
attributed to diagnostic procedures. 
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im;rca5ca supply sysieni cusis as inc inaccurate sets 
fill up supply pipelines with returned parts. Under 
ideal conditions, researchers could have deter- 
mined the quantitative effect on operating and sup- 
port costs by working from the baseline cost esti- 
mate for the M 1 tank to investigate the increase in 
corrective maintenance manpower requirements 
indicated by test results. However, the reality of 
personnel limitations and tight schedules restricted 
analysis for the Ml to evaluation of qualitative 
linkages only. 

Results of the test showed that diagnostics and 
test sets were not performing well. The greatest 
maintenance burdens were in the engine drive 
systems, for which average repair times exceeded 
two clock hours and three man-hours. Analysis of 
the malfunctions revealed no specific vehicle design 
problems that could explain these maintenance 
times, but did indicate a potentially serious prob- 
lem with diagnostic procedures. In fact, diagnostic 
time consumed more than 40 percent of total 
downtime, and analysts in general found problems 
with diagnosing failures in both the power train 
and the vehicle’s electrical systems. Figure 1 shows 
the proportion of total corrective maintenance 
clock hours and man-hours attributable to diag- 
nostic time for major subsystems. 

Researchers categorized each incident involving 
a separate and identifiable application of the test 
set as either satisfactory or unsatisfactory. Test set 
performance was satisfactory if technicians, fol- 
lowing prescribed procedures, were able to success- 
fully complete the maintenance event in which the 
test set was used. If they were not, and if the failure 
was related to use of the test set, the set’s perform- 
ance was unsatisfactory. In 37 of the 62 test set 
applications, performance was in fact not satisfac- 
tory. Figure 2 lists the problems encountered in 
order of frequency. (Some incidents involved mul- 
tiple problems; thus the total number of incidents 
exceeds 37.) 

Some repairs or malfunctions can necessitate the 
successful completion of multiple subtasks in order 
to provide the maintenance required in a particular 
incident. Therefore researchers did a separate 
analysis to judge each maintenance incident as an 
entity, regardless of the number of individual sub- 
tasks involved. Of the 49 incidents analyzed, only 
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16 would have been successfully completed in the 
field. 

Investigation of the test set shortfalls indicated 
that the Army could anticipate significantly in- 
creased demands for provisioning and manpower, 
as well as substantial administrative and logistic 
downtime In the field, while waiting for function- 
ing test sets, seeking contractor assistance, or pur- 
suing faulty troubleshooting. The numbers spoke 
eloquently— diagnoses were taking 32 percent of all 
repair time. In a combat situation, where standby 
time and preventive maintenance time decrease 
drastically, operational availability becomes very 
sensitive to changes in diagnostic time. 

Moreover, an increase in provisioning actions 
due to erroneous diagnosis degrades operational 
availability. Each faulty diagnosis can cause an un- 
necessary provisioning action and thus result in 
substantial loss of time. As is clear from the equa- 
tion presented earlier, additional administrative 
and logistic downtime further reduces operational 
availability. 

The impact of these problems on operating and 
support costs is readily apparent. Incorrectly 
replacing a good part results in provisioning at an 
unnecessarily higher rate for that part. Tasks which 
cannot be completed without contractor assistance 
imply expensive contractor support in the field, but 
contractor support may not always be available in 



wartime. Also, increases in diagnostic time con- 
sume maintenance man-hours that are directly 
traceable to requirements for soldiers in tank main- 
tenance organizations. 

The Army Materiel Systems Analysis Activity 
presented the detailed evaluation of the test set 
problem to decision-makers at the production deci- 
sion milestone. Based on results of the in-depth 
analysis, the Army created a new program solely to 
determine the corrections needed in this critical 
area. The service committed the necessary assets, 
including test items (two complete Mis), person- 
nel, and dollars, to a two-shift-per-day effort to 
resolve the problem, and the accuracy of the sets 
has improved. Interim results from the phase II Ml 
tank durability test show an 80 percent test set suc- 
cess rate. 

Using data obtained on the Ml during its first 
year of fielding in Europe, Army personnel have 
also computed the variables for the operational 
availability equation discussed above. An exten- 
sive, service-funded, sample data collection pro- 
gram yielded sufficient detail to show how the 
Ml’s time was spent in the field. Figure 3 gives the 
average time the Ml was in each status. 

Data indicated that by eliminating faulty pro- 
visioning the Army could improve operational 
availability for the Ml in Germany by five to ten 
percent. The magnitude of the numbers in this 
example is not important; what decision-makers do 
need to know is that even a small improvement in 
operational availability is significant and achiev- 
able. By quantifying the usefulness of improving 
an item such as test sets, an evaluator can advise 
decision-makers whether the problem is solv- 


uiusiraies iwo Key poinis aooui ine roie or logisiics 
in weapon system acquisition: 

• Careful planning for supportability test and 
evaluation can illuminate critical logistic support 
shortfalls. 

• Comprehensive evaluation can help capture 
the assets necessary to correct the shortfalls identi- 
fied. 

The Developmental Supportability Test and Eval- 
uation Guide outlines procedures for doing both. 

International considerations 

The more international in scope a system is, the 
more urgent the need to plan and evaluate support 
for it. In any logistics train involving intercontinen- 
tal distances, order and ship times become critical 
because the availability of the end item depends on 
the availability of spare and repair parts. Inventory 
situated abroad carries with it associated manage- 
ment, storage, and investment costs which planners 
must factor into the operating and support costs of 
the system. 


Figure 3. A day In the life of the M1 

When the Army gathcrfld find analyzed sampfo data from the Ml's 
first year of fielding In Europe, it discovered lhai only a small 
percentago of the vehicle's average daily downtime was ectuelly at- 
tributable to repair work. 









For example, DoD has had to return an aluminum 
tactical bridge purchased from a European firm so 
that the European manufacturer could weld cracks 
in the structure — the U.S. had not purchased the 
fixtures required to align the sections for welding. 
Moreover, the engines and other complex parts of 
trucks and boats purchased from foreign manufac- 
turers are often proprietary designs; therefore, the 
United States may experience difficulty in procur- 
ing spare parts should the original suppliers decide 
to discontinue producing the engines in the config- 
uration purchased. 

In addition, the adequacy of technical data and 
equipment publications is a feature which varies 
widely among international acquisition programs. 
Some publications are remarkably complete and 
comprehensive, while others appear to be only 
rough translations and require substantial effort to 
convert to manuals that meet Army standards. All 
these considerations in international programs are 
subject areas for logistic supportability test and 
evaluation. 

The international effort known as standardiza- 
tion and interoperability, elevated to the status of 
an “element” in the latest version of the Army’s 
integrated logistic support regulation (AR 700- 
127), underscores the need for such testing and 
analysis. The objective of this program is to insure 
that western forces can operate together if the need 
arises. Joint operations of international forces help 
officials identify shortfalls in the logistic support 
systems for equipment that could reasonably be 
called upon to operate together on the battlefield; 
and U.S. acquisition programs are beginning to 
structure developmental tests and evaluations that 
include investigation of standardization and inter- 
operability provisions in logistic support areas. 

Recently, for example, program personnel iden- 
tified inadequate design of a NATO standard cable 
connector installed on a U.S. ammunition supply 
vehicle under test. If not redesigned, the U.S. vehi- 
cle would have been unable to accept a jump start 
from an allied vehicle on the battlefield; as a result, 
a vital piece of U.S. equipment might have been 
rendered useless with only a dead battery. Tests 
specifically designed to address standardization 
and interoperability help analysts find and correct 


methods for standardization and interoperability 
needs to continue. 

The Army’s recently published guide already 
offers a structured method for designing and 
conducting tests and evaluation of logistic support 
systems, and experience with the Ml tank has 
shown the value of this approach. The method 
developed gives incentives to investigate high- 
opportunity areas. It enables evaluators to link 
shortfalls in logistic support to the real-world indi- 
cators of operational availability and operating and 
support costs, and program personnel thereby gain 
leverage in convincing decision-makers to assign 
assets to correct the shortfalls. The evaluator can 
demonstrate what logisticians have felt for 
years— that acquiring adequate logistic resources 
to support the performing end item is money well 
spent. Djy[d 
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Applying linear programming 
to logistics planning 

By RICHARD A. REID 
and 

CAPTAIN EDWARD E. SHEETS, USA 

To allocate limited resources among competing requirements, 
logistics managers are increasingly turning to the computer for help. 


L ogistics managers Frequently have to allocate scarce 
resources among competing demands in order to 
either maximize level of service or minimize total cost. 
Challenges of this nature, often in the form of distribu- 
tion problems, are particularly common in the supply 
and transportation functions. The distribution problem 
requires, for example, that a logistician formulate the 
minimum-cost shipping schedule for a commodity 
stored in limited quantities at various supply sites and 
needed by users at other locations. 

Distribution problems are typical of managerial prob- 
lems that can be solved through linear programming, an 
analytical technique that identifies an optimal solution 
for problems having a variety of restrictive factors and 
feasible solutions. This generalized, computer-based 
modeling technique enables the logistician to identify a 
shipping schedule that will satisfy all user-destination 
requirements while incurring lowest possible distribu- 
tion costs. 

Linear programming, of course, is not the only ap- 
proach available for solving such problems. Many logis- 
tics managers are already familiar with several other 
methodologies subsumed under the rubric of the trans- 
portation model. Among them are the Northwest Cor- 
ner Rule and Vogel’s Approximation Method, which 
can provide initial feasible solutions, and the Stepping 
Stone Method and the Modified Distribution proce- 
dure, which can aid in evaluating alternative solutions 
and in identifying changes necessary to achieve optimal- 
ity. Underlying these methodologies are special mathe- 
matical structures that produce solution efficiencies not 


generally available in linear programming codes. 

However, today’s logistician is more likely to have 
ready access to a canned linear programming package, 
one compatible with widely available desk-top micro- 
computers, than to a preprogrammed computer code 
that utilizes these other methodologies. Moreover, a 
good linear programming computer code produces a 
post-optimality data set, a feature that enables mana- 
gers to quickly analyze the effect that changes in initial 
conditions will have on existing plans and to develop 
contingency plans accordingly. 

T he following hypothetical fuel distribution problem 
illustrates the concepts and procedures involved in 
transforming problem scenarios into appropriate input 
structures for linear programming processing. It posits a 
logistics manager who needs to determine the least 
costly plan for distributing fuel from three storage loca- 
tions to meet the requirements of six user destinations. 
Figure 1 (p. 28) shows the mileage relationships between 
supply sources and destination sites, the quantities of 
fuel available from each supply source, and the quan- 
tities required by the destination sites. 

Formulating a linear programming problem is a 
three-step process. First, the decision variables, those 
factors over which the manager has control, must be 
identified. Next, the objective function, a mathematical 
statement that represents managerial interests such as 
profit, revenue, share of the market, or costs, must be 
stated as a mathematical expression to be minimized or 
maximized. Finally, the constraint set, or limits on the 





inuuicmaiicaiiy speciiiea in me lorm oi equaiuies or 

inequalities. 

Characteristic of all distribution problems are multi- 
ple sources or supply locations having limited quantities 
of a commodity that is required in specific quantities at 
various destinations. A number of workable shipment 
schedules may exist but management naturally seeks to 
identify the particular shipment schedule that minimizes 
transportation costs. Such costs are linear, that is, di- 
rectly proportional to distance traveled. 

Adequate definition of a problem is a necessary pre- 
lude to solving it. Particulars of the fuel distribution 
problem are as follows: 

S = the supply source. 

m = the number of supply sources (three), designated 
5/ (railhead), S2 (depot), and S3 (main support area). 

D = the destination. 

n = the number of destinations (six), designated Dj 
through Ds. 

ij = the supply source-destination pairing. 

C = the unit shipping cost in gallon miles. 

Cy = the cost of shipping one unit of product from a 
given supply source to a given destination. 

X(j = the quantity of product that can be shipped 
from a given supply source to a given destination. 

T hus, C26 represents the cost of shipping one unit of 
fuel from depot 83 to destination Dg. The number 
of possible routes is 18 (m x /j = i x tf), and each has 
an associated cost which is assumed to be directly pro- 
portional to the mileage traveled. In other words, 
assuming that transportation costs per mile on each 
route are equal, the unit cost of fuel shipped from Sj to 
Dj is 74, or C/y = 74, the number of miles between the 
two sites (see Figure 1). When that assumption does not 
hold, such as when one roadway is mountainous, the 
mileage figure has to be adjusted accordingly. 

As is the case in cost calculations, the ij subscript in 
quantity calculations designates the source-destination 
pairings. If the optimal solution includes Ayj = 45, for 
example, then total distribution costs arc minimized if 
4$ thousand gallons are shipped from S3 to D3. The 
computerized linear programming code uses the same 
subscript notation. 

Specification of the 18 decision variabies [Xjj 
through as the number of galions (in thousands) to 
be shipped from a given supply source to a given desti- 
nation completes the first step in formulating the linear 
programming problem. When decision variable values, 
such as thousands of gallons of fuel, are multiplied by 
source-to-destination mileage, the product equals the 
total cost in gallon-miles for an entire shipment sched- 
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miles by evaluating the following objective function: 
8Xj] + 8Xj2 + . . . + 74X3^, 

The objective function in this instance is subject to a 
set of supply {m - i) and demand (« = 6 ) constraints. 
A supply constraint represents an on-hand quantity of 
fuel available for shipment at a given supply source. It 
indicates that the quantity of fuel that can be shipped 
from that source is equal to or less than the amount on- 
hand. For example, the canned computer linear pro- 
gramming code views the relationship between the rail- 
head (S/), which has 60 thousand gallons of fuel on- 
hand, and each of the six destinations as: Xj/ + X/2 + 
X)3 + X14 -I- Xis + X/g < 60. In other words, the 
quantity of fuel shipped from the railhead to destina- 
tions £)/ through Dg must be less than or equal to the 60 
thousand gallons that are available. The remaining two 
supply con.straints, for the depot (Sy) and the main sup- 
port area (Sj), can be stated, respectively, as: Ay/ + X22 
+ X23 + X24 + Ayy + Ayg s 75 and X31 + X32 + Xjj 
+ X 34 -t- Ayy -1- X 3 g S 165, 

Demand constraints represent the amount of fuel re- 
quired at each destination. The total quantity shipped to 
a destination must equal its requirement. For the fuel 
distribution problem hypothesized, the relationship of 
fuel requirements at each of the six destinations relative 
to the three supply sources is as follows: 

Dj: Xj, + X21 + X31 = 30 
D2- X12 Ayy - 4 - X32 ~ 40 
D3; Xi3 + X23 + X33 = 25 




Figure 1. The data table tor a hypothetical fuel 
distribution problem 
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To ensure that only feasible sets of variable values 
will be considered, the model also imposes non-negative 
constraints. That is, it requires that the solution values 
for each of the 18 decision variables be equal to or 
greater than zero. In the sample problem, for instance, 
0 for i = I, 2, 3 and j = 1, 2, 3, 4, 5, 6. 

A fter using a computer-based linear programming 
code lo identify an optimal solution, the logistics 
manager will want to analyze other important informa- 
tion in the solution printout. The post-optimal data set 
helps a manager determine the value of the resources 
utilized in meeting the objective, the range over which 
these resource values are valid, and the impact that 
change in the objective function coefficients will have 
on the validity of the specified optimal solution. 
Although the information in the tables that follow has 
been extracted from a printout generated by the Hewlett 
Packard canned linear programming package, any good 
computer code will offer the same data, although the 
format may vary slightly from that shown here. 

The shipping schedule in Figure 2 is the optimal solu- 
tion to the sample fuel distribution problem. It indicates 
that total gallon-miles or costs are minimized at 6,700 
thousand. Interestingly, shipping costs can be mini- 
mized by distributing fuel from two or more storage 
locations to a single destination. For example, destina- 
tion 6 is to receive 25 thousand gallons from the depot 


As Figure 2 indicates, the optimal solution includes a 
value of 70 thousand for a decision variable labeled 
Slack 3. The meaning of this value is that all destination 
requirements will be met and total gallon-miles or costs 
will be minimized if site 2, the depot, retains 70 thou- 
sand of its original 165 thousand gallons. Shipping 
routes not included in the optimal solution will not be 
used. 

Shadow prices for the hypothetical example are 
shown in Figure 3. In effect, they are opportunity costs; 
shadow prices represent the value of one additional unit 
(thousand gallons) available at each storage location or 
required by each destination. Specifically, the objective 
function value or total fuel transportation cost of 6,700 
thousand gallon-miles will increase or decrease by the 
shadow or imputed price (in thousands of gallon-miles) 
as the supply availability at any storage location in- 
creases or decreases correspondingly. 

The objective function value will also increase or de- 
crease if the fuel requirements at any destination in- 
crease or decrease. For instance, a 1,000-gallon increase 
in the fuel supply at the railhead would reduce by 52 
thousand (the difference between 6,700 thousand and 
6,648 thousand) the minimum number of gallon-miles 
required to fulfill all destination requirements from 
available storage location supplies. Therefore, if the 
railhead can supply an additional unit of fuel at a cost 
less than 52 thousand gallon-miles, the logistics man- 
ager has an opportunity to reduce total shipping costs. 
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shipment gallon-miles— is possible. 

The right-hand side value of each constraint inequal- 
ity represents either the amount of fuel available at a 
storage location or the amount required at each destina- 
tion. Figure 4 lists those values and shows the range over 
which they can vary and still produce, on a proportional 
basis, changes in transportation cost. For example, the 
fuel supply available at the railhead could decrease by 
30 thousand gallons, resulting in a corresponding in- 
crease in the objective function value (cost) of 1,560 
[30 X 52J thousand gallon-miles. Conversely, an in- 
crease of 10 thousand gallons at that supply source 
would result in a cost decrease of 520 [10 x 52) thou- 
sand gallon-miles. However, this kind of analysis is 
valid when only one right-hand side value is changed at 
a time. 


value or transportation cost would increase by 180 thou- 
sand gallon-miles [(14 - 8) x 30] to 6,880 gallon-miles, 
but would not affect the optimal shipment schedule. As 
in the case of right-hand constraint values, such analysis 
is not valid when two or more objective coefficients 
change at the same time. 

In short, analysis of linear programming post-opti- 
mality data can provide an abundance of useful deci- 
sion-making information. It enables logisticians to bet- 
ter address three key areas of managerial concern. First, 
managers can assess the need for more accurate input 
data. For example, the 60-mile distance between the 
depot and destination 2 may only represent the average 
of the two available estimates of 50 and 70 miles. But if 
cither of these two latter figures is indeed correct, then 


Figure 5 shows the range over which an objective 
function coefficient can vary while the original linear 
programming solution remains optimal. For instance, 
the mileage between the railhead and destination 1 could 
increase by as much as 7 miles or decrease to zero, and 
the optimal fuel shipment schedule shown in Figure 2 
would still yield the lowest cost or fewest gallon-miles. 
Naturally, any change in mileage values for those routes 
being used in the optimal schedule will result in a corre- 
sponding change in the objective function value. But 
again, the original solution might remain the optimal 
one, as it would, for example, if the 8-miie distance be- 
tween the railhead and destination 1 were to change to 








planning. When applied to the design and evaluation of optimal 
shipment schedules, it allows a manager to concurrently consider 
both tactical and logistical factors. 


the shipment schedule in Figure 2 is not the optimal one, 
for total costs or gallon-miles are minimized only if the 
actual roadway distance between the two locations in 
question is between 59 and 67 miles (see Figure 5), In 
other words, the optimal shipment schedule is sensitive 
to this input value of 60, and it behooves management 
to determine the distance between the two points as ac- 
curately as possible to ensure that the lowest cost 
schedule is identified. 

Post-optimality analysis also aids contingency plan- 
ning. An effective manager must be prepared to identify 
alternative optimal shipment schedules should changes 
occur in the initial scenario. To construct alternate 
plans, the logistician can draw upon the insights gained 
from analyzing post-optimality data. To illustrate, con- 
sider the impact on the existing optimal shipping sched- 
ule if a 50-thousand-gallon storage tank is destroyed at 
the depot. Given such a situation, post-optiraafity 
analysis eliminates the need to revise the input data and 
rerun the linear program in order to obtain a new ship- 
ment schedule. The logistician already knows that fuel 
stored at the depot has an imputed transportation cost 
or shadow price of zero; because this cost is valid as 
long as the amount of fuel stored there exceeds the 
lower limit of 95 thousand gallons, the total fuel ship- 
ment cost will remain minimal under the existing trans- 
portation schedule. 

A more comprehensive approach to decision-making 
is the third principal benefit. In the past, when 
unexpected changes in input values required that logisti- 
cians develop alternative shipment schedules, they tend- 
ed to focus on tactical considerations such as whether 
a roadway had adequate drainage or few bottlenecks. 
Post-optimality analysis facilitates rapid, intelligent, 
and effective planning; thus, when applied to the design 
and evaluation of optimal shipment schedules, it allows 
a manager to concurrently consider both tactical and 
logistical factors. 

Although this paper has focused on the standard dis- 
tribution problem, other common types of logistics 
problems are amenable to solution by linear program- 
ming as well; among them are facility location, vendor 
selection, aggregate planning, and cargo composition 


problems. Fortunately, the wide availability of desk -lop 
computers has increased the logistician's opportunities 
to use canned modeling packages like linear program- 
ming for such applications. Skills in formulating prob- 
lems and analyzing computer-generated results have in 
fact become essential for effective logistics manage- 
ment. 

Both novice and experienced logistics managers need 
such skills. Appreciating the sensitivity of a decision to 
changes in variable values can be as important as the 
decision itself. A manager, aware that a solution is not 
critically sensitive to certain inaccuracies in input data, 
has some assurance that the solution will remain opti- 
mal even if minor changes occur prior to implementa- 
tion. But if a decision is sensitive to even slight changes 
in variable values, those values must be as accurate as 
possible. Managers need to be able to identify such situ- 
ations as well. DMJ 
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An aid for evaluators 
of system design alternatives 

By DENNIS M, BUEDE 
and 

ROBERT W. CHOISSER 

Evaluating multiple performance factors among system design 
alternatives requires a coherent methodological framework. 
Multidimensional value theory meets that need. 


D esigning a system architecture is often the 
initial stage in any system development and 
can be the most critical one. During the architec- 
tural design phase, analysts examine many impor- 
tant configurational alternatives and eventually 
discard all but one. Each potential configuration 
has unique strengths and weaknesses, and the deci- 
sion process involved must deal with all the diverse 
facets of system effectiveness and cost. Decision 
analysis, in particular multidimensional value 
theory, offers an approach that is not only ade- 
quate to the complexities of the process but one 
that yields a number of other advantages as well. 

Decision analysis gives system designers a struc- 
tured, logical, analytical methodology for 
evaluating alternative architectural configurations. 
Multidimensional value theory, developed as part 
of a program sponsored by the Defense Advanced 
Research Projects Agency, provides a basis for 
subdividing effectiveness and cost, which comprise 
the bottom line, into their component parts. The 
system design team can subdivide these component 
parts as finely as necessary to allow individual team 
members to focus their expertise, in turn, on spe- 
cific issues. Synthesis of the results yields an end 
product that decision-makers can use with con- 
fidence. 

Among the benefits of this approach are in- 


creased objectivity, less risk of overlooking signifi- 
cant factors, and perhaps most important, the 
ability to reconstruct the selection process rather 
than invoking intuition in explaining the configura- 
tion selected. A distinct advantage of decision 
analysis over cost-effectiveness, the traditional 
methodology, is that the former does not require 
absolute, all-encompassing judgments concerning 
the relative importance of the various effectiveness 
factors; assignment of weighted values is much less 
subjective. Decision analysis provides a pragmatic, 
problem-specific interpretation for such judg- 
ments, as the example that follows will demon- 
strate. Because the results are quantitative, 
evaluators can conduct sensitivity and “what if” 
analyses at an early stage in system design to deter- 
mine the robustness of the results and to identify 
key factors that can affect the results. 

The application of multidimensional value 
theory discussed below highlights key features of 
the methodology. The project involved design of 
the Worldwide Digital System Architecture, a com- 
prehensive architecture that will guide development 
of all future Defense Department common-user 
telecommunications systems. Over a five-month 
period, a decision analysis team evaluated alter- 
native architectures in three, successively more 
detailed phases. They considered a wide range of 
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several architectural concepts from further con- 
sideration during the first and second phases. The 
value tree exercise also focused attention on 
technical areas that should be exploited in creating 
more detailed architectural alternatives for the sec- 
ond and third phases of the evaluation. 

The objective of the evaluation was to recom- 
mend a goal architecture for 1995, selected from a 
set of explicitly defined alternatives, that would 
provide direction and focus for the evolutionary 
development of DoD telecommunications systems. 
The alternative recommended had to be sufficient- 
ly broad in scope to accommodate tactical, allied, 
and Defense Communications Systems users; on- 
base as well as long-haul communications; and the 
gamut of user services, among them, clear voice, 
secure voice, data, and hard copy. 

Before developing a value tree, the evaluation 
team formulated detailed and explicit statements of 
user requirements. From these statements and a 
description of the present, or baseline, system, the 
team derived a set of needed improvements to the 
system. The system deficiencies identified formed 
the basis for postulating the alternative architec- 
tures described below. The team then applied mul- 
tidimensional value theory in comparing these 
alternatives to determine which was best suited to 
serve as the good architecture for the Worldwide 
Digital System. 

F igure 1 lists principal features of the eight 
alternatives compared, categorizing them into 
three families of increasingly advanced design. 
With a basis in existing common carrier trends, 
alternatives in the first category achieved econom- 
ies of scale through larger tandem switches and use 
of expanded transmission routes such as the East 
Coast optical fiber route and multibeam satellites. 
The second group exploited increased processing at 
the access nodes, use of additional paths through a 
variety of networks, and use of access switches to 
enhance integration of functions. The third family 
carried current telecommunications trends to their 
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signals. 

C entral to multidimensional value theory 
methodology is the value tree, a hierarchical 
structure of evaluation criteria that differentiates 
between the alternatives being considered. The 
highest-level criteria typically reflect the decision- 
maker's major concerns or goals, such as maximiz- 
ing effectiveness or minimizing cost. 

For evaluation of the Worldwide Digital System 
Architecture, effectiveness and implementation 
were the two highest-level criteria (see Figure 2). 
The decision analysis team subdivided each of 
these in turn: effectiveness into performance, 
security, survivability, and responsiveness; imple- 
mentation into cost, risk, and ease of transition. 
However, these factors were still too inclusive of 
multiple dimensions to permit an analytical evalua- 
tion with well-defined value scales. Consequently, 
evaluators subdivided each one until they reached a 
level of criteria they could adequately quantify in 
terms of the alternative architectures being consid- 
ered. This initial evaluation phase required several 
iterations of value trees before the analysts and 
evaluators were confident that the important fac- 
tors were properly addressed. 

The next step is scoring each of the lowest-level 


lute measures of effectiveness against which anv 
alternatives can be compared. However, becaus^ 
alternatives for the Worldwide Digital Systcrn 
Architecture were already well-defined, evaluaiQj.^ 
followed a three-step, relative scoring procedure 
which bypassed the definition of value functions- 

• They first determined which alternative pro- 
vided the greatest effectiveness (or required 

least implementation) on a given criterion and set 
its score at 1 00. 

• Next, they identified the alternative that pro- 
vided the least effectiveness (or required the most 
implementation) on the same criterion and gave it a. 
score of 0. 

• Finally, the team scored the remaining alter- 
natives for the criterion on a cardinal value scale 
between 0 and 100. 

A cardinal value scale preserves measures of 
equal differences, just as the centigrade tempera- 
ture scale does, for example, but attaches no ana- 
lytical meaning to the end points. The numbers O 
and 1,000 or 100 and 200 could have served just as 
well as end points without changing the results. I f 
values range from 0 to 100, a score of 50 indicates 
that the satisfaction level or value for an alternative 
is midway between the best and worst. 

In assigning a score to each alternative, eval- 


^ 

Figure 2. The two hlghest-level criteria, effectiveness and Implementation, were subdivided three times before ev/af- 1 

uators were confident that the Important dimensions of each were properly defined I 










important judgments; therefore value scores do not 
necessarily bear a linear relationship to the tech- 
nical parameters defining the criterion. The first 
judgment was technical— how does the alternative 
being considered differ in delivering clear voice 
quality, for example, from the best and worst alter- 
natives? The second judgment reflected the value 
or degree of satisfaction that these technical differ- 
ences held for architecture users; it is a key input 
for system users. 

This scoring procedure requires that analysts 
check to determine whether evaluators’ responses 
are sensitive to different scenarios in which a 
system might be used. For evaluation of the 
Worldwide Digital System Architecture, conditions 
postulated ranged from peacetime to mobilization 
to wartime and included national emergencies as 
well. However, the consensus was that differences 



Figura 3. First- and second-lavai criteria were 
assigned values for both the baseline system 
and the eight alternative architectures 
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among these conditions would not affect the scor- 
ing judgments. 

After assessing values and assigning scores to all 
alternatives at each bottom-level criterion, analysts 
undertake the final step in the quantification por- 
tion of the analysis. It consists of aggregating 
bottom-level scores within a cluster such as security 
in order to derive valid value scores for that inter- 
mediate criterion. Analysis must develop aggrega- 
tion rules for every cluster of criteria, from those at 
the lowest level in the value tree to that at the 
highest, which combines the effectiveness and 
implementation criteria discussed above. 

The simplest principle for combining user values 
across incommensurable criteria is weighted aver- 
aging, a technique analogous to establish lUS 
exchange rules for different currencies. For 
teria within each cluster of intermediate- 
upper -level criteria, analysts assign weighted va - 
ues, ranging from 0 to 100, based on input 
the evaluators and decision-makers. ^ 

weighted values have to satisfy the properties 
ratio scale; in other words, ratios must be ^ js 
served and zero has an analytical meaning, 
no value. Once determined, weighted values q 


normalized (multiplied by a constant) to total 


so that analysts can calculate the weighted avef^ 


Figure 3 tabulates initial evaluation results 



System Architecture value tree. It presents data for 
both the baseline, or current, system and the eight 
other alternatives outlined in Figure 1. For the 
same nine options. Figure 4 plots first- or top-level 
effectiveness versus implementation scores. A low 
implementation score indicates a costly, difficult- 
to-transition system, whereas a high score denotes 
an inexpensive, easy-to-transition system; only 
alternatives falling near the outer envelope are 
optimal candidates. 

Because the top-level weights were difficult to 
establish, evaluators conducted a sensitivity analy- 
sis for the effectiveness factor. The results, dis- 
played in Figure 5, pointed to alternatives lA, 2A, 
and 3A as most effective, depending upon the rela- 
tive weights assigned to effectiveness and imple- 
mentation. Alternative lA totally dominated the 
baseline system, thus indicating that the implemen- 
tation of that option would be better than the 
status quo under any circumstances. 

Given this justification for a change, decision- 
makers focused their attention on identifying the 
alternative that best satisfied effectiveness and 
implementation criteria. Two candidates, 2A and 
2C, delivered solid performance at reasonable 
implementation costs throughout the range. 

fcimiUr 1 alfArnativpc u/prp nnlv maroinailv 



family 3 due to the high cost and risk it would 
entail if implemented in 1995. 

Based on results of the initial evaluation, ana- 
lysts decided to identify additional options within 
family 2 and then conduct a second evaluation. 
Using option 2A as the baseline alternative for the 
family, the design team defined three incremental 
improvements in the areas of interoperability, 
communications security, and satellites. Labeled 
options I, C, and S, respectively, these three im- 
provements, combined with one another, yielded 
four additional alternatives (IC, CS, IS, and ICS), 
bringing the total number to eight. (The current, or 
status quo, system was no longer an alternative at 
this point.) 

E valuated against the same effectiveness and 
implementation criteria discussed above, the 
eight alternatives ranked as shown in Figure 6. Op- 
tion 2A was now the least costly, but also the least 
effective, alternative. Results indicated that, given 
additional resources, DoD should first acquire the 
satellite improvement, then the interoperability 
improvement, and finally the communications 
security improvement. Program officials therefore 
instructed the design team to use features of the 
2A. S. IS. and ICS ODtions in develooine even 









Option 2 A was again the baseline for this final 
evaluation, which considered seven additional op- 
tions incorporating satellite capabilities, interoper- 
ability, communications security, and the multi- 
rate access switch. The third analysis showed these 
alternatives scattered almost evenly along a straight 
line on the effectiveness-implementation scale. The 
results thus indicated that the incremental improve- 
ments evaluated were equally cost-effective. There- 
fore the amount of transition resources, or dollars, 
available should drive the final decision. Such 
results are not uncommon when, as in this in- 
stance, an analysis has been iterated to fine levels 
of detail (see Figure 7). 

F rom this series of multidimensional value 
analyses, option 7 emerged as the best candi- 
date for the Worldwide Digital System’s goal archi- 
tecture, and the Joint Chiefs of Staff have ap- 
proved key features of this architecture for plan- 
ning purposes. The analysts and evaluators for the 
project completed the scoring of the alternatives, 
which typically takes several months, in only three 
two-day meetings and at half the normal cost. They 
were able to do so by taking advantage of unique 
interactive computer software and a specially de- 
signed conference room. The latter was equipped 
with a rear-projected, large-screen video monitor 
for displaying computer output to the group and 


Structuring evaluation criteria for system design 
into a hierarchy, as was done for the Worldwide 
Digital System Architecture, provides valuable in- 
sight into the goals of the system. At the same time, 
it yields information useful in iteratively improving 
the design. The diverse factors that must be consid- 
ered in initially conceptualizing a system design in 
fact require a structured, systematic approach. 

The analytic process involved in applying multi- 
dimensional value theory also helps managers effi- 
ciently use the talent available to them. It allows 
them to focus specialized technical and user exper- 
tise on those areas that stand to benefit most from 
it. In addition, decision analysis highlights specific 
areas of disagreement, promotes effective commu- 
nication by precisely defining points for discussion, 
and provides feedback concerning the importance 
of any disagreement about the decision being con- 
sidered. 

Above all, the theory is valuable as a vehicle for 
rigorous, pragmatic interpretation of weighted cri- 
teria that permits meaningful aggregation of tech- 
nical and user judgments. Computerizing the 
analysis provides real-time response to evaluators 
concerning the implications and sensitivity of their 
judgments. Thus the methodology can serve as a 
catalyst for the group discussion process and 
thereby enhance productivity. SMiJ 
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industry-to-industry international armaments 
cooperation, phase I— NATO Europe 

Office of the Under Secretary of Defense 
for Research and Engineering, June 1983 


In April 1982, the under secretary of defense for 
research and engineering requested that the Defense 
Science Board form a task force to examine armaments 
production cooperation between the U.S, and Its allies 
and to proffer policies and procedures that would 
enhance industry-to-industry cooperation on defense 
programs. The task force comprised 12 Industry execu- 
tives and DoD's assistant under secretary for Inter- 
national programs. The group’s fact-finding efforts in- 
cluded frank discussions with prominent Industrialists 
from 14 European firms, marking the first-ever DoD- 
sponsored multinational Industrial meeting in Europe. 
The following is a summary of the task force’s phase I 
report, which addresses cooperation between the U.S. 
and NATO-Europe; cooperation with Japan wiil be the 
subject of a phase II report, to be published soon. 

The sustained Soviet arms buildup and the con- 
strained defense budgets of NATO countries under- 
score the need for effective cooperation among NATO 
allies In armaments production. Such Industrial cooper- 
ation affords better utilization of technology and 
resources, decreases the likelihood of research and 
development redundancy, and fosters greater Interoper- 
ability and standardization. 

Cooperative Industrial efforts traditionally have been 
the offspring of government-lo-government negotiation. 
However, In the view of the task force, the time has 
come for industry to take a more active role In formu- 
lating such arrangements. Industry can help ensure that 
these cooperative relationships are based on sound 
business principles and are likely to benefit the 
alliance’s industrial base. 

The feasibility of Increased Industrial cooperation 
hinges on a number of factors, Including government- 
imposed Impediments, perceived economic benefits, 
and the motivation and commitment of the principals. 
Although their Interest In establishing cooperative ar- 
rangements Is similar to that of the U.S., European gov- 
ernments and Industrialists remain somewhat wary of 
such ventures. 

Central to their apprehension Is the European senti- 
ment that cooperative armaments programs, while 


beneficial to the NATO defense posture, often are risky 
business propositions, particularly if the potential 
market for the item is restricted or highly speculative. 
American industry is also somewhat reluctant to share 
its latest technology with prospective competitors. 
Nonetheless, U.S. firms generally seem to favor the 
cooperative approach, so long as it makes good busi- 
ness sense and is effectively supported by statute. 

The ratio of successes to failures among NATO 
cooperative ventures Is higher than is generally recog- 
nized. Many of the successful programs have been high- 
volume, multinational efforts. These include the Side- 
winder, Hawk, F-16, and Sea Sparrow. The failures have 
been infrequent, but long-remembered. They include 
curtailment of the U.S. production of the French- 
German Roland air defense missile system and codevel- 
opment of the British JP 233 airfield attack system. 

According to the task force report, Improved arma- 
ments production cooperation will require that Issues 
be addressed in the following areas: 

Policy and commitment. The biggest cloud hanging 
over the prospect of Increased Industrial cooperation is 
uncertainly about the real objectives, policies, and long- 
term commitment of the United States. Contradictions 
between policy statements supporting cooperation and 
subsequent actions cause our European allies to harbor 
serious doubts about the business sense of entering 
into cooperative ventures. A clear reaffirmation of policy 
will help ensure coherent actions by disparate DoD ole- 
ments and will also encourage U.S. Industry to properly 
respond to (hat policy. 

Proper roles of government and industry. Interna- 
tional programs apparently are more likely to succeed if 
the participating governments set policy guidelines and 
then delegate program management to the contractor: 
Involved. The traditional American concept that Industr 
can do the Job alone Is not applicable to an International 
program. In multinational ventures, government and In- 
dustry must share responsibilities along clearly defined 
lines, particularly at working levels v/lthln the DoD pro- 
curement community. 

Technofogy transfer. Although a desired and essen- 
tial element of Industry-to-industry cooperation, tech- 
nology transfer has yet to overcome a number of obsta- 
cles. They derive from fear that U.S. technology will slip 
Into possession of the Warsaw Pact and that the Euro- 
pean nations will use this technology to make their 
products more competitive with those of the U.S. 
Although these concerns are valid, they do not justify 
the prevailing level of protection. 

The Militarily Critical Technologies List, for example, 


which is the controlling document for technology trans- 
fers, appears overly restrictive. The same holds true for 
DoD’s interim policy on technology transfer. The final 
OoD statement on the matter must simplify the approval 
process, encourage Industrial cooperation, and offer 
strong and effective guidelines for preventing leakage 
to the Soviets. 

Congressional considerations. Despite congressional 
acknowledgment of the benefits of international cooper* 
atlon, individual members of Congress often must 
weigh the economic Implications that specific coopera- 
tive programs may have for their constituencies. So, 
while support for International armaments cooperation 
within Congress may be broad, it is also diffuse and 
Inconsistent. lndustry-to*industry cooperation offers 
perhaps the best alternative to the problems Inherent In 
such a paradox. 

DoD organization for armaments cooperation. The 
current DoD organizational structure Is not optimum for 
administering cooperation-oriented defense assistance. 
Within DoD, the research and engineering element has 
the best grasp of the factors Impinging on cooperative 
production efforts, but International security affairs has 
the largest voice in such matters. To add to the problem, 
the Defense Security Assistance Agency, which negoti- 
ates foreign military sales agreements and is deeply 
enmeshed in acquisition and logistics, reports to inter- 
national security affairs. According to Ihe task force, 
OoD organizational improvements are clearly needed. 

Support by U.S. military services. Critical to the Imple- 
mentation and success of cooperative production pro- 
grams Is the support of the Individual military services. 
Although the services are perceived as opponents of 
such ventures, the Individual service chiefs express 
support for them and for removal of Inordinate restric- 
tions on technology transfer. If cooperative programs 
are to become a truly significant acquisition mode, DoD 
and the Individual services will have to take high-level 
policy and organizational measures on their behalf. 

Types of cooperative programs. Over the last two 
decades, modes of armaments acquisition cooperation 
within NATO have ranged from relatively straightfor- 
ward licensed production to more complicated codevel- 
opment projects. The United States and Europe agree 
that any of the arrangements or adaptations thereof can 
be highly effective If they are attractive from a business 
standpoint. Codevelopment, of course, is the most diffh 
cult mode to Implement. It calls for maximum technol- 
ogy transfer at a very early stage and requires compa- 
nies to invest money in a chancy proposition. 

Coproduction, on the other hand, has the advantage 


of a clearly defined product and market. However, It re- 
quires considerable investment with little guarantee of 
follow-on production. The U.S. needs to be sensitive to 
the special problems that accompany coproduction, 
while the Europeans must understand that a truly bal- 
anced Industrial partnership demands adequate Invest- 
ment In research and development. 

Offsets within NATO, Boasling defense budgets that 
have grown by about 2 percent annually since 1970, 
most European governments are now Insisting that their 
national industries play some role In International 
defense production. With the U.S.-to-European defense 
trade balance running at about seven to one, a number 
of European countries are requiring direct offset ar- 
rangements, usually in the form of components manu- 
facture. Moreover, smaller countries are not likely to 
maintain current armaments spending levels In the 
absence of appreciable offsets. 

Third-country sales. European arms producers have a 
smaller local market than do U.S. producers, making It 
necessary for them to capture a share of third-world 
markets in order to realize economical production runs. 
Because the United States often refuses to authorize 
third-country sales of products containing U.S. technol- 
ogy, European manufacturers In turn find It necessary to 
reject cooperative arrangements and proceed with their 
own developments. Adding to the problem Is the Stale 
Department’s reluctance to approve third-country sales 
In advance, thus making any cooperative production 
venture an uncertain proposition for European partici- 
pants. Greater U.S. flexibility In giving advance authori- 
zation for third-country sales would help remedy the sit- 
uation. If sensitive technology legitimately precludes 
such sales, the U.S. and Its partners should develop a 
lime-phased release schedule for specified buyers 
based on an evaluation of the risks involved. 

Procurement regulations and practices. The Depart- 
ment of Defense now sells technical data packages and 
manufacturing rights to foreign governments whose 
Industries compete with U.S. contractors. This practice, 
which places American firms at a severe disadvantage 
In dealing with their foreign counterparts, should be cur- 
tailed. Instead, the contractors Involved should work out 
the technical and business arrangements required for a 
collaborative project. Also needed Is a revised NATO 
quality control specification, one that DoD can use In 
international programs without supplementation. 

Second sourcing in Europe. The designation of a 
licensed production center In Europe as a second 
source for U.S procurement would provide Incentives 
for our allies to adopt U.S. systems and to participate In 


cooperative development programs. Also, European 
second sourcing would represent a competitive alterna- 
tive that might lead to lower costs, and Congress should 
therefore be willing to support legislation to permit the 
practice. Such an arrangement would be an important 
step toward an alliance-wide industrial base as pro- 
posed by the Nunn-Roth-Glenn amendment to the 1983 
Defense Authorization Act. 

Failure to establish a proper climate for cooperative 
armaments production will be detrimental to Western 
defense industries and to NATO's overall military pos- 
ture. Certainly, the difficulties of forging such arrange- 
ments are real. But with the proper resolve and commit- 
ment Irom government and industry on both sides of the 
Atlantic, the impediments can be removed, leaving a 
smoother path to a mutually beneficial end. 


Evaluation of the effects of lifting civilian 
personnel ceilings in DoD industrial fund 
activities, FY 1983 

Office of the Secretary of Defense, March 1, 
1984 

During FY 1983, DoD carried out a congresslonally 
directed experiment to Investigate the consequences of 
removing civilian personnel ceilings at Its commerclah 
type activities, primarily depots Involved In maintaining, 
repairing, or modifying systems and equipment. The 
purpose was to determine v\/hether DoD managers could 
Improve the performance and fiscal efficiency of their 
operations if they had greater authority and flexibility In 
managing human resources. The test program freed Im 
dustrlal activity managers from traditional manpower 
constraints and allowed them to use professional dis^ 
cretlon in assembling a work force appropriate for the 
prevailing workload demands. 

The experiment proved quite successful despite three 
factors that qualify the results somewhat First, ceilings 
were not removed until the third month of FY 1983, By 
that time, managers had already developed manpower 
plans to satisfy anticipated ceilings. Second, in deh 
erence to the possibility of a reimpositfon of ceilings In 
FY 1984, managers were reluctant to add permanent 
employees who might have to be discharged later on. 
And finally, total funded workloads did not Increase 
much between FY 1982 and FY 1983, thus limiting the 
real need to hire above the previous year's ceiling. 


Despite these limitations, the test dearly disclosed a 
prudent stewardship of human resources and curtaiF 
ment of wasteful, stopgap stratagems for circumventing 
manpower curbs. 

Historically, the Imposition of manpower ceilings has 
stemmed from the belief that payrolls, if left unchecked, 
will expand beyond a level commensurate with work* 
load. In addition, some view ceilings as a mechanism for 
forcing managers to be efficient and as a counter to 
Incentives to employ more full-time permanent employ- 
ees than may be necessary. These incentives, celling 
advocates claim, are by products of a system that 
bestows grade and status based on number of employ- 
ees supervised and appraises performance based on 
mission accomplishment, not efficiency. 

Those who favor ceilings point out the various tools 
that managers have at their disposal to compensate for 
personnel constraints. Overtime, contracting out, and 
temporary and phased hiring are all examples. But while 
such expedients enable managers to satisfy workload 
demands and comply with personnel ceilings, they can, 
In the long run, create an operating climate that is less 
economical and effective than one unencumbered by 
arbitrary ceilings. The benefits and cost savings during 
the FY 1983 experiment demonstrate that removal of 
year-end personnel ceilings leads to more efficient man- 
agement of DoD’s industrial activities. 

Problem areas highlighted by last year’s test Include 
the following: 

Personnel practices. Over the years, OoD managers 
have principally used two practices to complete their 
jobs while complying with year-end ceilings. One entails 
hiring temporary employees early In the fiscal year and 
terminating them shortly before year’s end. The result is 
a generally stable and adequate work force most of the 
year, but pronounced understaffing at the beginning 
and end, necessitating Increased overtime for perma- 
nent employees. 

in taking a phased hiring approach, another favored 
tactic, managers develop a hiring plan that allows com- 
pletion of a disproportionate share of the workload In 
the second and third quarters of the fiscal year. There- 
after, they phase down the payroll either through attri- 
tion or release of temporary employees. But in order to 
meet year-end ceilings, they sometimes must Impose 
hiring freezes In the third and fourth quarters. 

Such cyclical patterns of hiring, releasing, and rehlr- 
Ing Impose significant costs. For various reasons, as 
many as one-third of released employees do not return, 
making it necessary to train Inexperienced people. Also 
detracting from productivity are the hours that must be 


